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Life  insurance  asks  for  relief  from  the  tax  on  gross  premiums 
in  the  name  of  the  policyholder  bearing  indirectly,  but  in  full,  the 
cost  of  this  onerous  burden  imposed  by  the  state. 

Adam  Smith  lays  down  as  the  first  principle  of  taxation  that : 
“The  subjects  of  every  state  ought  to  contribute  towards  the  sup- 
port of  the  government  as  nearly  as  possible  in  proportion  to  their 
respective  abilities;  that  is,  in  proportion  to  the  revenue  which  they 
respectively  enjoy  under  the  protection  of  the  state.” 

Support  of  government  is  here  the  fundamental  reason  for  taxa- 
tion. Before  inquiring  critically  into  the  fact  that  the  life  premium 
has  in  itself  the  elements  of  a self-imposed  tax  for  “support  of  gov- 
ernment,” it  is  well  to  note  in  passing  that  the  dictum  for  measure- 
ment is  that  taxes  should  be  based  in  proportion  to  “revenue  en- 
joyed.” Between  two  men  enjoying  exactly  the  same  “revenue,” 
is  the  one  paying  a life  insurance  premium  out  of  his  revenue  to  be 
deemed  by  that  act  to  have  additional  revenue  to  tax?  England, 
the  foster  parent  of  our  jurisprudence,  says  no. 

Now  why  does  England  go  further  and  permit  the  otherwise  tax- 
able income  of  the  insured  man  to  be  reduced  by  the  amount  of  life 
premium  paid?  The  answer  is  contained  in  that  assumption  that 
taxes  are  for  support  of  government — and  that  life  insurance  is 
working  in  the  ways  of  government. 

Government  has  in  itself  a wide  range  of  meaning.  The  two 
extremes  are  those  of  laissez-faire  (let  alone)  and  protection.  More 
popularly  stated,  these  policies  are  individualism  and  state-social- 
ism — the  first  a policy  of  non-interference  with  the  free  play  of 
social  forces ; the  other,  their  control  for  the  benefit  of  the  com- 
munity. A rough  illustration  of  the  two  different  policies  between 
nations  would  be  embodied  in  contrasting  American  government 
ideas  with  those  of  Germany.  Yet  government  in  the  United  States 
goes  far  beyond  the  laissez-faire  theory  as  viewed  by  economists 
of  the  Herbert  Spencer  School  who  contend  that  government  relief 
of  the  poor,  for  instance,  and  in  fact  state  systems  of  education, 
sanitation  and  even  our  post-office  system  stand  condemned  not  only 
as  ineffective  for  their  respective  purposes,  but  as  involving  viola- 
tions of  man’s  natural  liberties.  On  the  other  hand  the  laissez- 
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faire  theory,  as  viewed  by  John  Stuart  Mill,  more  in  keeping  with 
our  national  practice,  construes  for  illustration,  the  education  of 
children  and  even  adults  as  coming  within  the  province  of  the  state 
while  maintaining  the  general  rule  that  nothing  which  can  be  done 
by  the  voluntary  action  of  the  individual  should  be  left  to  the  state 
— and  by  state  is  meant  the  whole  system  of  government,  thus  using 
the  word  in  its  generic  senses. 

However  the  functions  of  government  may  be  viewed  from  the 
extremes  of  individualism — from  which  we  in  America  appear  to 
have  already  parted  a good  ways — to  forms  of  state-socialism — -to 
which  we  have  headed  quite  a bit — there  can  be  no  dispute  that  it  is 
the  work  of  government  to  promote  and  preserve  the  economic, 
physical  and  moral  welfare  of  its  people.  Nor  can  there  be  any 
dispute  on  the  general  proposition  that  dependency  is  a problem 
of  government,  handled  however  you  will,  under  any  reasonable 
view  of  government. 

Is  life  insurance  doing  the  work  of  government  in  the  field  of 
forestalling  dependency?  If  so,  it  is  wise  to  regulate  it  but  senseless 
to  tax  it.  We  do  not  tax  the  tuition  fee  paid  to  the  school,  the  col- 
lege or  the  university.  Why?  Because  those  paying  for  their  own 
education  are  saving  money  to  the  state  and  improving  the  general 
welfare. 

Is  not  the  life  insurance  premium  saving  the  state  from  care  of 
dependents,  and  does  not  the  claim  money  accomplish  much  in  im- 
proving the  general  welfare  ? 

Certain  hospitals  are  owned  and  operated  by  the  state  and  at  the 
state’s  expense.  Other  hospitals  acting  under  general  supervision  of 
public  officials  are  privately  owned,  self-sustaining  institutions. 
Surely  no  one  would  propose  taxing  the  pay  patients  merely  be- 
cause the  care  they  get  is  not  at  the  state’s  expense.  For  this  reason 
hospitals  are  not  taxed  and  anyone  can  see  that  the  privately  sus- 
tained hospital  not  only  should  be  tax  free  but  should  be  encouraged 
as  doing  gratuitously  work  that  otherwise  must  become  a state 
burden  at  least  to  large  degree. 

Were  you  to  tax  the  gross  receipts  of  the  hospital  as  you  tax  the 
premium  receipts  of  the  life  insurance  company,  the  tax  must  needs 
be  met  indirectly  by  increasing  the  cost  of  the  bed  or  room  to  the 
patient,  exactly  as  the  gross  premium  tax  in  life  insurance  is  indi- 
rectly inflicted  on  the  man  who  is  trying  to  save  his  dependents  from 
the  sting  of  charity  and  save  the  state  the  expense  of  providing  it. 

Does  life  insurance  answer  to  the  test  of  performing  a function 
of  the  state  under  the  Constitution  of  the  United  States  ? The  Pre- 
amble clearly  reads  in  part  that  our  Constitution  is  ordained  and 
established  to  “promote  the  general  welfare  and  secure  the  blessings 
of  liberty  to  ourselves  and  our  posterity.”  I maintain  that  life  in- 
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surance  is  a public  service  institution  in  business  to  preserve  those 
early  ideas  of  the  blessings  of  liberty  to  ourselves  and  our  posterity 
by  conserving  our  individualism  in  providing  means  for  each  of  us 
to  care  for  our  own,  and  to  primarily  conserve  the  welfare  of  our 
immediate  posterity:  in  life,  our  children;  in  death,  our  orphans. 

Dependency  is  one  of  the  costly  problems  of  the  state.  In  lost 
self-respect,  in  degradation  of  many  kinds,  in  crime,  in  ignorance,  in 
disease,  the  cost  is  untold.  In  mere  money  it  is  estimated  that  our 
country  has  an  investment  of  one  and  one-half  billion  dollars  in 
institutions  for  dependents  of  all  kinds.  What  a wealth  of  taxes 
has  been  sunk  here!  The  President  of  the  National  Congress  of 
Charities  and  Corrections  has  estimated  the  annual  expenditures  for 
dependency  through  institutional  channels  to  be  from  $250,000,000 
to  $400,000,000  a year. 

Edwards  A.  Woods,  President  of  the  National  Association  of 
Life  Underwriters,  an  authority  on  taxation,  life  insurance,  and 
charity  problems,  estimates  that  we  spend  as  much  for  dependency 
as  we  do  for  life  insurance — the  great  avoider  of  dependency. 
Surely  there  is  sore  need  for  more  widespread  application  of  life 
insurance,  both  as  a maintainer  of  individual  liberty  and  the  gen- 
eral welfare — to  refer  again  to  the  Constitution — and  as  a saver  of 
taxes  from  the  hungry  maw  of  dependency. 

The  various  states  of  the  Union  have  contributed  nothing  to  sub- 
sidize life  insurance  for  its  work  to  alleviate  dependency.  Life  in- 
surance has  asked  nothing.  The  various  states  of  the  Union  have 
maintained  separate  and  therefore  multiple  insurance  departments 
to  supervise  insurance  of  all  kinds  at  the  cost  of  the  business.  Life 
insurance  does  not  protest  against  paying  its  share  of  the  cost  of 
necessary  supervision.  But  when  the  state  taxes  life  insurance  for 
more  than  ten  millions  a year  above  the  cost  of  state  supervision, 
life  insurance  officials  protest  the  tax  as  illogical  and  unconscion- 
able. Think  of  this — during  the  past  ten  years  the  policyholders 
of  this  country  after  paying  all  expenses  of  insurance  supervision 
have  been  compelled  to  pay  the  state  tax  collectors- — under  the  Police 
Laws  of  the  states — ten  millions  of  dollars  annually  because  they 
tax  themselves  to  pay  life  insurance  premiums. 

This  ten  millions  has  come  to  the  states  through  taxing  the  pre- 
miums of  twenty-five  million  American  men,  women  and  children — 
for  the  most  part  of  poor  or  moderate  circumstances,  and  whose  in- 
surance averages,  for  the  whole,  about  $600  per  policy.  Escape 
from  this  tax  has  been  effected  by  the  other  65,000,000  or  75,000,000 
people  by  carrying  no  life  insurance.  And  here’s  where  the  state 
draws  its  biggest  quota  of  dependents  for  whose  support  the  self- 
taxed  policyholder  pays,  first  as  a citizen  and  then  as  a policyholder. 
Is  this  fair?  Plainly  it  would  be  good  business  for  the  states  of 
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the  Union  with  their  annual  budget  of  $400,000,000  for  dependency 
to  get  the  uninsured  to  provide  for  themselves.  Would  it  not  be 
reasonable  and  good  business  for  the  state  to  even  offer  a contribu- 
tion to  the  premium  to  cover  in  advance  these  uninsured  millions — 
that  would  be  less  than  the  subsequent  cost  of  their  dependency 
through  not  carrying  life  insurance? 

Where  compulsory  insurance  legislation  has  been  enacted — as 
in  the  workingman’s  insurance  plan  of  Germany- — and  as  proposed 
in  more  or  less  revolutionary  disability  bills  offered  before  the  legis- 
lature in  New  York  and  certain  other  states — the  state  not  only 
refrains  from  the  ridiculous  position  of  taxing  the  premiums.  Be- 
yond this,  in  Germany  the  state  pays  a part  of  such  premiums — 
and  in  the  compulsory  bills  referred  to  now  before  legislatures  of 
certain  of  our  states  the  proposal  is  made  for  the  state  to  pay  one- 
fifth  of  the  premium  cost. 

If  under  socialistic  and  semji-socialistic  insurance  plans  it  is 
deemed  logical  to  require  the  state  to  contribute  to  such  insurances 
from  tax  funds  collected  from  other  sources,  can  any  one  defend 
a tax  on  insurance  under  a more  individualistic  plan  of  government 
where  the  insurance  is  not  compulsory  but  a self-assumed  cost,  as 
it  were,  for  doing  the  very  thing  that  under  a more  socialistic  view 
the  state  compels  to  have  done  and  feels  called  upon  to  pay  in  part 
for  the  performance. 

Passing  from  the  general  claims  of  life  insurance  to  taxing 
immunity,  we  behold  it  to-day  at  the  opposite  extreme  of  being  the 
most  severely  taxed  institution  in  American  affairs,  excepting  only 
the  liquor  business,  which  is  taxed  less  for  revenue  than  for  re- 
straint. And  where  outside  of  the  tax  laws  can  you  find  life  insur- 
ance classed  with  the  liquor  trade?  All  physical  properties  of  life 
insurance  are  taxed  and  in  addition  life  insurance  pays  this  objec- 
tionable premium  tax  to  the  various  states  and  taxing  jurisdictions 
that  single  it  out  among  institutions  as  paying  both  general  prop- 
erty taxes  and  a state  income  tax.  This  premium  tax  is  not  directly 
leveled  against  the  policyholder,  but  comes  from  him  no  less  surely 
in  increased  premiums.  It  is  again  singular  as  a state  tax  inasmuch 
as  state  taxation  is  commonly  direct  taxation. 

Life  insurance  funds  are  taxed  in  so  far  as  they  are  invested. 
Real  estate  owned  by  life  insurance  pays  the  same  tax  as  real  estate 
owned  elsewhere.  If  the  whole  assets  of  a life  insurance  com- 
pany were  in  real  estate  or  other  physical  forms  of  wealth  they 
would  be  taxed  under  the  general  property  tax  in  the  communities 
where  the  properties  were  located.  However,  all  life  insurance 
funds  are  not  in  physical  wealth,  as  it  is  desirable  they  should  not 
be.  Much  of  the  money  is  constituted  in  rights,  such  as  mortgages, 
bonds  and  stocks.  While  these  rights  are  not  directly  taxed,  they 
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none  the  less  in  turn  represent  physical  property  in  railroads,  plants, 
utilities,  land — all  -of  which  is  taxable  as  physical  wealth,  with  in- 
direct effect  upon  the  value  of  the  bonds  or  mortgages. 

Of  course,  it  can  be  maintained  for  what  the  argument  is  worth, 
that  life  insurance  escapes  a certain  portion  of  the  tax  of  its  physi- 
cal assets,  since  under  our  general  property-tax  system  both  the 
physical  property  is  taxed  and  the  evidences  of  or  rights  to  this  prop- 
erty, as  represented  in  bonds,  stocks,  rights  and  mortgages,  are  also 
taxed. 

No  life  insurance  advocates  of  importance  have  ever  contended 
against  life  insurance  being  taxed  upon  its  real  estate  or  other 
physical  property,  and  being  taxed  in  license  and  fees,  or  otherwise, 
the  necessary  sums  to  support  efficient  governmental  supervision 
of  the  business. 

It  is  this  additional  gross  premium  tax  imposed  on  the  policy- 
holder that  life  insurance  maintains  to  be  excessive,  unjust  and  with- 
out parallel. 

We  come  now  to  the  “practical  politics”  phases  of  the  life  insur- 
ance tax  situation,  which  must  be  considered  in  any  attempt  to 
achieve  taxation  reform.  The  general  property  tax  system  is  ar- 
ranged with  the  foregone  conclusion  in  mind  that  immense  sums 
of  taxable  value  will  never  be  reached  for  taxation.  The  general 
property  tax  system  also  tolerates  the  under-assessment  of  values 
generally,  so  that  the  ultimate  tax  is  reckoned  upon  an  under-valua- 
tion of  a remnant  of  the  whole  taxable  wealth. 

Life  insurance  premiums,  under  a system  of  state  supervision, 
are  reported  in  detail  to  each  state  in  which  the  company  operates. 
They,  therefore,  form  a readily  available  item  for  tax — the  more 
so  since  the  tax  bears  indirectly  upon  the  policyholder  and  as  such 
has  not  been  appreciated  by  the  policyholder  in  its  true  enormity. 
There  can  be  no  dispute  about  the  policyholder  paying  the  tax 
any  more  than  there  could  be  excuse  for  the  life  insurance  tax  on 
the  mere  point  of  availability  of  figures. 

Upon  this  topic  no  more  authoritative  utterance  could  be  recorded 
than  that  of  the  Insurance  Commissioners  of  the  several  states  in 
National  Convention,  when  they  reported  as  follows : 

‘‘Life  insurance  taxes  either  increase  the  cost  of  insurance  or  di- 
minish the  amount  of  it.  In  the  one  case  they  fall  on  the  policy- 
holders ; in  the  other  on  the  beneficiaries  of  the  insurance.  The 
mere  desire  to  raise  revenue  does  not  warrant  imposing  upon  life 
insurance  a special  form  of  premium  income  tax.  If  a premium  in- 
come tax  did  not  correspondingly  increase  the  cost  of  insurance  or 
reduce  the  amount  of  it,  and  if  it  could  be  justified  on  any  ground, 
yet  it  is  discriminatory  to  impose  this  tax  on  life  insurance  alone, 
and.  the  rate  imposed  is  excessive.” 

That  life  insurance  premiums  should  be  exempt  from  taxation  is 
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now  admitted  in  state  statutes  exempting  Fraternalism  and  Assess- 
mentism.  Yet  the  Old  Line  Life  insurance  premium  is  taxed  in 
these  same  states.  The  three  systems  of  insurance,  Fraternal,  As- 
sessment and  Old  Line  are  all  doing  work  for  the  state  in  fore- 
stalling dependency.  Between  the  three  systems  of  life  insurance 
the  Old  Line  plan  has  strong  claims  relatively  for  consideration  at 
the  hands  of  the  state  insomuch  as  not  within  a generation  has  a 
company  conducted  continuously  on  the  Old  Line  plan  failed  to  pay 
dollar  for  dollar  any  and  every  obligation  to  policyholders. 

Why,  then  single  out  the  Old  Line  policy  for  a premium  tax? 
Hon.  John  A.  Hartigan,  when  President  of  the  National  Convention 
of  Insurance  Commissioners,  gave  answer  to  this  query  when  he 
stated  that : 

"In  many  states  assessment  life  insurance  companies  are  exempted 
from  taxation.  In  all  states  fraternal  beneficiary  societies  are  ex- 
empted. Why  ? Because  the  members  of  the  society  recognize  the 
fact  that  the  tax  increases  their  payments ; and  the  members  have 
been  taught  that  the  interests  of  the  society  are  their  interests.” 

Taxing  level  premium  life  insurance  retains  the  abhorrent  fea- 
tures which  would  have  surrounded  the  same  attempt  if  made  to 
tax  the  self-imposed  contributions  of  surviving  members  to  the 
needy  family  of  a deceased  associate.  From  the  primitive  “pass-the- 
hat”  form  of  post-mortem  charity  to  the  days  of  adequately  rated 
level  premium  Old  Line  life  insurance  the  business  has  undergone 
a vast  evolution  in  scientifically  achieving  the  insurance  without 
essentially  altering  the  purposes  of  the  insurance. 

Social  insurance  of  various  types  and  fofms  has  come  into  vogue 
among  the  nations  of  the  world  in  recognition  of  the  fact  that  it  is 
the  work  of  government  to  forestall  distress.  While  there  is  much 
loose  talk  regarding  social  insurance  and  even  the  term  “Social  In- 
surance” is  as  yet  but  illy  defined,  it  is  none  the  less  a plain  admis- 
sion that  insurance  is  the  logical  avoider  of  dependency. 

Yet  we  see  life  insurance  conforming  to  the  different  tests  as  a 
real  agent  of  governmental  service  taxed  without  parallel!  We 
see  this  tax  collected  in  face  of  the  fact  that  life  insurance  prevents 
a tremendous  increase  in  the  expenditures  made  by  the  states  in  aid 
of  those  who  are  dependents.  All  over  this  country  husbands  and 
fathers  are  making  sacrifices  that  their  wives  and  children  shall  not 
join  that  band  of  dependents.  Yet  that  sacrifice  is  made  a subject  of 
taxation. 

Life  insurance,  in  the  name  of  the  policyholders  bearing  this  il- 
logical, inconsistent  and  excessive  tax  burden,  asks  for  relief. 
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